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INTERNATIONALISATION OF FINANGIAL SERVIGES:
GHALLENGES FOR FINANGIAL SEGTOR STABILITY IN
NIGERIA
By
MR. ADE ADEOLAINTRODUCTION

I
I
I

reforms in different countries that
favoured greater openness of domestic

nternationalisation or Globalisation
reters to the increasing integration

o,

economy. lnternationalisation offers

arouno Ine woro,

extensive opportunities for truly

trade and financial

worldwide development but many will
agree that it is not progressing evenly.

""onorres
particularly
through

flows. lt is the actual movement, the
capacity to move and the potential
movement across nations of trade,
finance and
, investment, technology,

Some countries are becoming
integrated into the global economy
more quickly than others. Meanwhile,

countries that have been able to

anour. lt also involves the effects of these
forces and the consequent liberalization
I of the market.
I

integrate are seeing faster growth and

I
I

lt is basically an extension
beyond
national
borders of the same
I
market forces that have operated for

I

centuries at all levels of human
economic activity

- village markets,

urban industries and financial markets.
ln emerging markets such as Nigeria

its impact is mostly noticed in the
liberalization of the financial services
market.
The term "lntemationalisation"

or

IMR.

ADEADEOLA

instance has seen the rapid

reduced poverty. For instance,
outward-oriented policies brought
dynamism and greater prosperity
to the countries of East Asia,
transforming the region from one of the

transformation of financial markets

poorest areas of the world 40 years

and institutions across the globe. The
international financial systems have

ago.

grown in size. The process of
internationalisation involves the

Nigerian Financial Services SectorAnalysis of current situation

removal of obstacles to market access

Compared to many of the

in three distinct areas:

eliminating controls on lending and

economies in sub-Saharan Africa, the
Nigerian financial services sector can
be considered to be reasonably well
developed. Several different types ol

also inevitable and irreversible. Others
regard it with hostility, believing it

deposit rates and on credit

institutions exist

allocation and, more generally, oy

increases inequality within and

reducing the role of the state in
the oomestic financial system.

merchant and universal banks co-exist
with some levelof distinction between
each type of service provider and the
activities of each class often overlap.

'globalisation' has acquired

considerable emotive force. Some
view it as beneficial - a key to future
world economic development - and

between nations, threatens

development and living standards and

retards social progress.

This paper focuses

on
internationalisation as it relates to the
financial sector in Nigeria and its most
common manifestation, which is
liberalization. lt aims to identify ways

.

o

Domesticfinancial liberalization:
allowing market forces to work by

Capital account liberalization:
removing controls on both the
movement of capital in and out of
a country and also the restrictions
on the convertibility of the currency.

o Removal of Barriers:

commercial,

The Central Bank, SEC and other
regulators play a crucial role in the
stability of the banking sector. The
players in the financial sector are as
follows:

lnternationalisation of financial

in which we can benefit from this

services eliminates discrimination

process while remaining realistic about
its potential and risks.

in the treatment of foreign and

domestic f inancial service

The lnternationalisation Process

the cross-border provision of

providers, and removes barriersto
financial services.
lnternationalisation is a reality and
no country in the world is immune to

One underlying force behind this

its impact. The

transformation is the adoption of

decade, for

-

policy

1

90 banks - active in the money,
capital, foreign exchange maikets
as well as insurance business

2.

5 discount houses - money
market operations only

3.

172 finance companies and

4.

mortgage institutions - operating
mainly the money market
Nearly 200 stockbrokers - operate

- Mr. A' Adeola is the Head, lnstitutional Banking,
Standard Chartered Bank. Paper presented at the
Correspondents and Business Editors in Owerri.
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mainly in the capital market

3.

5 specialised development banks -

Access to Credit for Local
business: Studies in South America

The regulatory bodies supervising

have showed thatforeign banks provide

the various sub-sectors are as follows:

support to local business large and
small, contradicting some allegations
thatforeign banks in emerging markets

Sub-sector

Regulato(s)

do not support local business.

Money market

Central Bank of Nigeria (CBN),

Although the study found that foreign

Securities & Exchanqe Commission (SEC)

Capitalmarket

SEC

Foreign exchange market

CBN, Federal Ministry of Finance (FMF),

Though about 90 banks are

currently licensed to operate

in

Nigeria, there exists some level of
concentration within the industry as
the top 10 banks holding about 50%
of industry assets, deposits and
profits. This trend is similar to that in
more developed markets in the U.K.,
Canada and Australia, where financial
systems tend to be highly concentrated
with 4 or 5 banks accounting for 80%
or more of the banking systems assets
and deposits.
The Nigerian banking system
has undergone series of reform episodes

in the past. These reform measures
were aimed at internationalising/
liberalising the sector and upgrading

the supervisory and regulatory

state of the banking system is an
indication that, indeed, the banking
system is successfully enjoying the
benefits of internationalisation and
gradual liberalisation whilst avoiding its

worst effects.

lmpact Of Internationalisation On
The Financia! Sector
Measurement of the impact of

liberalizing f inancial services
internationally has been the subject
of recent studies. The key findings
show that internationalisation does

1.

Efficiency: Studies have
shown that banks' interest rate
liberalised countries than in those with
restrictions on foreign banks. ln a
study of locational choices of 143

continues to be sound, showing its

in many
respects. With its control o192"/" ot

fundamental strength

the financialsavings in the market. lt's

total assets continue to grow to
almost N2.7 trillion as at 2003. The

countries.

4.

Financial systems

to the various factors cited above, the

presence

of oreign
f

f

inancial

more robust and eflicient financial
systems by:

o

foreign banks with at least one
shareholding abroad across 28
countries, found that the presence of
foreign banks was greater in those
countries where local banks were less
efficient, indicated by higher average
costs and lower net interest margins.

2.

Gaining access

to

modern

financial services that facilitate the

development of a competitive

have a positive impact:

spreads were 57o to 60% higher in

financial crisis.
Today, the banking system

to SMEs was higher than for large
domestic banks in three of the four

institutions can also help in building

banking system is now reaping some

the adverse effects of the 1997

foreign banks were compared. lndeed
the growth rate of foreign bank lending

Enhancement: As well as contributing

framework governing banks. The
of the "reform dividends" as it was able
to withstand and recover quickly from

banks lent less to SMEs than
domestic banks it found that this
distinction was far less pronounced
when only the larger domestic and

o

export sector.

lmproving access to foreign
capital and international capital

o

markets.
lntroducinginternationalstandards
and practice, with foreign financial
service companies likely to be

supervised on a consolidated
basis with the parent bysupervisory

authorities that are more familiar

with the types of activities
undertaken by large financial
organisations.

The period since the mid-

Financial depth: An IMF
of
50 developing countries
study
showed that internationalisation

in foreign bank presence in many
emerging markets, particularly in

2003, remains well above international
standards of 8%

contributed to domestic financial depth

central Europe and Latin America. This

Asset quality however
continues to decline well below

with a positive long-term correlation
between financial depth and capital

was prompted by the desire of the
authorities to improve the efficiency

account openness. Annual stock

and stability of their financial systems

capital adequacy ratio of commercial
banks, which at 18.5"/" percent as of

international standards, with the nonperforming loan ratio aI23"/" percent
as of 2002 , banks have also increased

their loan loss provisioning in
compliance with the higher
provisioning requirements. The current

market turnover was equivalent to 8%

of GDP in open economies and only
3% in closed economies. The annual
value of credit advanced to the private
sector totalled 35"/" ol GDP in open
economies and only 27"/" in closed
economies.
81

1990s has witnessed a sharp increase

and to help reduce the costs of
restructuring and recapitalising
troubled banks. ln Eastern Europe,
privatisation contributed to the
substantial increase in foreign control,

following a number of domestic
banking crises in the first half of the
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Less restricted banking

decade.

in new technologies, improved risk
management systems and new
products to these markets.

sectors are found in countries with
higher GNP per capita. A study by
McGuire and Schuele (2002) ol 40
middle and high income economies

Competitive pressures on local banks
have increased and there have been

showed that countries with a less
restricted financial service sector

Foreign banks have brought

improvements in banking sector

tended to have higher GNP per capita

efficiency, indicated in lower operating

than those countries where banking

costs and narrower margins. Similar
evidence of falling margins and
improvement of services has

was more restricted.

historically also been found in
countries acceding to the EU's roll out
of globalisation of financial structures.
Benefits To The Wider Economy
Of Liberalizing Financial
Services

1. Generates

growth:

lnternationalisation has had a broad
impact generally on growth. According

to a World Bank report; more
globalised developing countries
generated g rowth averaging 5"/" ayear
in the 1990s againsl l .4% a year for
less globalised countries and over 2"h

ayear in high income countries. The
differential in growth rates between
more and less globalised countries
was almost as wide in the 1980s.
The net effect of the higher
groMh rates was that over the 20-year
period 1980-1999, the economies of
more globalised countries more than
doubled, growing by 125%, five times
lhe25"/" growth in the less globalised
group of countries. The differential in
groMh rates was facilitated by moves
towards globalisation from the early
1 980s, spurred by technical advances

in transport and communications
technologies and by the choice of
larger developing countries to improve
their investment climates and open up
to foreign trade and investment. More
specifically, a number of studies have

shown the influence of liberalizing
financial services on growth:

The development of stock
markets and banks help to influence

economic growth. A study of 40
countries for the 1976-98 periods by

Beck and Levine emphasised the
positive contribution that financial
development of domestic markets,
including banks and stock markets
played in economic growth.

A World Bank simulation of
the liberalization of financial services,
based on conservative assumptions,
predicted that developing countries
would benefit from income gain to GNP
of close to $300bn by 2015, equivalent
to an extra 2"/" ol GDP. This is based
on a joint reform involving competition
being opened up, costs and prices

internationalisation, with the size of
booms and crashes both increasing
by 35%. The improvement in stability
in developed countries is even more
marked, with crashes on average not

increasing in size at all in the short
term and reducing by 40% in the
longer term. The study also showed
how the sequencing of liberalization
and institutional reform has tended to
be more haphazard in emerging than
developed countries . This is mainly a
result of capital controls being lifted
and then reintroduced.

4.

Reduces poverty: Growth

generated by internationalisation is also

closely linked with a reduction in
poverty in more liberalised countries.
The study by Dollar & Kraay (2001) of

24 countries ound a
f

strong

relationship between growth in average
incomes in the 1980s and 1990s and
growth in the incomes of the poorest
fifth of the population. ln other words,

the share of income going to the

lowered and market barriers removed.

poorest quintile does not vary with

2.

increase in growth rates in the 1990s,
2.2"/" was based on increased trade
openness and 0.4"/o from inflation
stabilization. Because increased trade

Promotes investment: ln a
study of 11 major emerging markets

covering the period from '1985 to 1994,

Henry (1999) showed that

average incomes. Of the 2.6%

internationalisation had a major impact

has gone hand-in-hand with more rapid

in lifting overall levels of capital

groMh and no systematic change in

investment in the economy. ln the first

the distribution of household income,
it has meant that increased trade has
been closely linked with improvements
in well-being of the poor.

three years after liberalization,
investment rose by an average 22o/o a
year, compared with the sample mean.
A rise in investment was observed in

9 out of the 11 countries in the first
year and in 10 out of 11 in the second
year. While the impact on the annual
rse in investment had worked through
by the fourth year, the annual levelol
investment was about 80% higher in
that year and subsequent years than
it had been prior to liberalization.

5.

Promotes access to
international capital markets:
lmproved access to capital encourages

increased efficiency through better
resource allocation and also provide

risk diversification opportunities
unavailable in a closed economy.
According to the World Bank, capital
flows to developing countries increased

Liberalization of financial
services has generated stronger
economic growth, particularly in
developing economies A study by
Mattoo etc. (2001) of 60 countries

3.

indicated that those countries that fully
liberalised theirfinancial and telecom

for the emerging countries in the
sample was to reduce the size of

sectors tended to have GNP growth
up to 1 .5o/o ayear laster in the 1990s.

However, there was greater
volatility in the immediate aftermath of

Brings greater stability
over the long term: A study of 28
countries by Kaminsky and
Schmukler revealed that the long term
impact of financial sector liberalization

equity market booms and crashes by
30% and 10% respectively.

82

substantially for much of the 1990s but

have fallen back since 1998. This is
mainly a result of a drop in portfolio
investment, although flows of foreign
direct investment have held up.

Over the longer term, the
composition of flows in the 1990s was
markedly different from the 1970s and
early 1980s, when bank and trade-
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related lending, along with officialaid,
was most important. ln the 1990s the
relative importance of foreign direct
and portfolio investment increased,
particularly the former. This was partly

associated with mergers and
acquisitions, often linked to privatisation,
and also with the channelling of mutual
and pension funds to emerging makets.

6.

Releases benefits of foreign

direct investment: Studies have
indicated that Foreign Direct
lnvestment (FDl) has a number of
potential benefits:

o Reduction of tinancing
constraints: A 2001 study by

opportunities for FDI which in turn will
raise the productive performance of
firms in the supply chain, encourage
job creation and contribute to growth.

that will deliver:

o

Efficient financial market
structures, consisting of a
legal f ramework, transparent

financial and accounting

The ultimate beneficiaries of improved

systems, regulatory framework,

quality goods and services are the

clearing and settlement systems

local customers.

7.

Promotes access to
international financial advice:

Emerging markets face major long
term policy challenges, in which they
will need to draw on the expeftise of

financial, legal and professional
advisers, such as those historically
based in London. Economic reform,

.

and a securilies trading system.

Thefinancialsecurityofpension

funds through licensing, the
meeting of capitial requirements

and solvency rules, and
effective self regulation.
P u bl ic private partnershrps; Public
private partnerships offer an alternative

Harrison (2OO2) found that easing
restrictions on equity inflows that
oaved the way for FDI resulted in

including liberalization of markets, has
been required over the last decade to

enable many governments to take

approach to the financing of public
infrastructure, that can be more
efficient in delivering public services
over the long term. ln order to build

financing

fonruard a privatisation programme. lt is

and provide quality services that

also centralto tackling pension reform
and to new ways of delivering public
services and financing infrastructure
through public private partnerships.
Looking at each of these:

generates value for money.

the reduction of

o

The end result of improving
access to capital flows is to create

constraints for f irms.

Assistance to suppliers; Many

studies have indicated that
multinationals often provide
technical assistance to their
suppliers in order to raise the
quality of products and facilitate
innovation. Suppliers are assisted

with management training,
development of new skills,

Privatisation : The privatisation
programmes pursued by over 100
countries worldwide since the mid1980s have been a central pafl of a
broad process of economic reform

Challenges
Having said this, very few
analysts' doubt that the hostility and

fear expressed by many against
internationalisation is unfounded. The
Asian crisis of the late '90s is a clear

example of the vulnerabilities that

involving liberalization. ln many
emerging markets, trade sales,

developing markets could be expbsed
to in the process of integration with

frequently to a foreign investor, have
been the principalform of privatisation.
This has been associated with the aim
of introducing competition and foreign

the world financial markets. During the

suppliers is measured in studies

investment and developing the

of a number of countries, including

domestic capital market. Revenue of

organisation of the production
process, purchase of raw
materials and even finding
additional customers.

. lncrMoupdad@uctivity:
The impact of assistance to

1990s. Since the early 1980s,

investors as well as to developments
in the foreign exchange markets of
other countries.
The Asian crises of 1997, was
the foufth in a series of international

emerging markets have accounted for
about a third of revenue totalling over

financial crises since 1982 - the
others being the debt crises of the

Transfer of knowledge to local
suppliers directly from foreign
customers or indirectly through
movementof labour.
Setting higher benchmarks for
product quality and delivery,

$1,100bn raised worldwide from

1980s, the European currency crises
of 1992 and the Mexican peso crises
of 1994-95. Unlike the names imply,
none of these crises has been a local
one; the 'Latin American' debt crises

which requires suppliers to

sustainable pension system in the long
term. This is mainly prompted by a

Coast, the Philippines and even

combination of inadequate state

of the major Northern banks and

schemes and adverse demographic
trends. lt also follows the opening of

lndonesia and Lithuania that have

found evidence of positive
spillovers of FDI through the
supply chain.

o
o

Asian crises, the exchange rate of
many of the Asian economies were
subject to the whims of foreign

upgrade produdicn rnanagernent
andtechnology.

o lncreased demand for

$315bn was raised through
privatisation in emerging markets in the

privatisation.

Pension reform: Many emerging
markets are in the process of reviewing

or implementing reform of pension
provision in order to establish a

of the 1980s included Yugoslavia, lvory

Nigeria and threatened the solvency

following multinational entry,

markets in Eastern Europe and South

banking systems. Meanwhile, the
'European' currency crises caused
major disruptions to the European

allowing suppliers to reap

America. Such reform can only be

Monetary Union and to world currency

scale economies.

undertaken in a liberalised environment

markets as a whole. The Mexican

intermediate products

83
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crises also involved capitalflight from

other Latin American countries
including Argentina and Brazil as well
as speculation against the US dollar.

The implication therefore is

to benefit; globalisation seems to have
passed them by. As the crises in the

capital account liberalization in
emerging markets and has given

emerging markets in the 1990s have
shown, it is clearthatthe opportunities
of globalisation do not come without

specific advice against opening up the

financial sector could expose it to
increased contagion from foreign

risks- risks arising from volatile capital
movements and risks of social,
economic and environ mental

counterparts. Using an example close

degradation created by poverty. This

to home, at the start of the Asian crises
in mid-1997, South Af rica considered

however is not reason enough to
reverse direction but to embrace
policy changes that create strong

that the internationalisation of Nigeria's

itself to be somewhat. The local
economy at the time was relatively
robust and the country expected to be
able to weather the storm. However

negative market developments in
places such as Braziland Russia lead

to a contraction in global credit
spreads and the highly liquid South
African bond market was unable to
avoid the subsequent foreign sell off .
Similar impact on the Nigeria Capital
and Bond markets is not impossible.

Another negative impact
internationalisation could have on the
Nigerian financial sector is that the
sudden inflow of funds from outside
could result in a crash in Nigerian bank
interest rates. Similarly, the outflow of
funds as a result of developments in
another country such as lndonesia
could lead to an increase in Nigeria
interest rates. Share prices on the NSE

flows of trade, capital and knowledge
across national borders are not only
large but also are increasing every
year. Countries unwilling to engage

of reasons for this:

To fully benefit from

strengthening the economy and
market forces'1

they bring, will strengthen the

growth and growing openness of
the world economy

their presence also facilitates

domestic financial sector, while

globalisation may bring

integration with world markets.
The convergence applies both to
the harmonisation of regulatory
standards and more generally to

and how to modify the present

the spread of best practice

system to withstand globalisation
challenges

financial seruices.
Convergence driven by regional

. how best to live with

the
unavoidable difficulties that

o

.

ln order to maximise the
benefits of internationalisation and

minimise the risk

of

volatility,

Domestic reform involves strengthening
the supporting institutional f ramework
particularly prudential regulation in the

capital movements may result in
inflows or outflows of capital that
cause financial distress.

The haste in lifting capital

in

agreements - Moves towards
harmonisation within a regional
trading arrangement or with an
inf

luential neighbouring country or

region may contribute

liberalization needs to be undertaken
in association with domestic reform.

While the past half-century

Foreign firms contribute to
convergence - Governments take
the view that the entry of foreign

howbesttotakeadvantageofthe
opportunities presented by the

reduction of controls on international
How can Nigeria best lntemationalise

o

as

liberalization muld expose restrictive
practices and ineff iciencies.

firms, and the skills and information

.

financial system. Otherwise, the

its FinancialSelices?

Resistance to reform -Established

firms may resist change

should thus include:

economic development.

marginalized and falling further behind

o

The issues under consideration

in terms of income and hunran and

being

proceeds. lndeed, many countries find

globalisation requires an approach to
economic management based on
openness and increasing integration
with the rest of the world and on
vigorous structural reforms aimed at

interests of both retail and business
customers. The speed and extent of
capital account liberalization should
be determined by the quality of the

with other nations risk

foundations of reform need to be put
in place, this process may be only
partly undertaken before liberalization

that institutional reform tends to be
fuelled by partial liberalization rather
than precede it. There are a number

behaviour of foreign investors.

already live in a globaleconomy where

liberalization is a matter of judgement

for each country. While some

economies, produce more rapid groMh
and ensure that poverty is reduced

could also be impacted by the
Despite these challenges,
there seem to be no point asking
whether we should be for or against
internationalisation. Globalisation is
here to stay; the reality is that we

capital account until the financial
sector has been strengthened
sufficiently. The pace and timing of

to

@nvergen@.

The momentum derived form

partial liberalization illustrated in a
study by Bhattacharya and Daouk
(2002) This showed that improvements

in quality of the legal system and the
extent to whir* it is enforced tend to follow
liberalization rather than precede it:

o

Quality of legal system - The
increased strength and impartiality
of the legal system, together with
the extent to which it is observed,
that follows full liberalization. A law

has seen not only intensifying
globalisation but also historically

controls in developed countries in the

spectacular growth for many of the

internationalisation subject to the most

world's economies, most of the world's
developing countries have not seemed

criticism. The IMF has as a result

criteria, that has been developed
by the lnternational Country Risk

given greater emphasis to the risks of

Guide, shows that the legal

1

990s has been the aspect of

84

and order index based on these
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sound monetary f ramework, then
it will reduce the risk of currency
and banking crises.

risk management systems and
effective corporate governance

Establishing foundations of

sector will not suffer the negative

financial stability - lt lhe domestic

financial sector has learnt to
manage risk, build up sufficient

effects of internationalisation as some
other emerging economies have. This
is because a sound financialsystem

reserves and capital and begun
the process of integration with the
world market, then it is more likely
to cope if large capital inflows and

imparts a level of immunity to the
economy. This is evidenced by
developments in the past 15 years
where banking crises in developing

of the countries prior to full

outflows follow moves to liberalise.

liberalization, a percentage that
rose to 77o/" atlerwards.

As already indicated, however, not

countries have been far more severe
than those in industrialized countries.

all the conditions need to be met
before liberalization begins as the

internationalisation for the financial

system improves in only 18o/o of
developed countries prior to full

o

liberalization but in 62% following
it

o

Enforcement of insider trading

laws - lnsider trading laws are

enforced in only 11 % of developed
countries prior to full liberalization

bulin44/" afterwards. This

is not
because insider trading laws did
not exist: the laws existed in62"/"

The downside of

this

process of integration with world
financial markets will improve the

approach to liberalization is found in
the short term instability, as observed

conditions of the domestic

in the equity markets. The need for
greater rigour in the process is also

f

demonstrated by the uneven
sequencing liberalization that
frequently occurs in developing
countries, particularly with respect to
the opening of capital markets. This
sometimes results in currency and

banking crises, which lead to the
reimposition of capital controls,
although again the pattern is forthese

.

inancial sector.

Ongoing

development of risk management
will be required in order to avoid
the build up of vulnerabilities and
address imperfections in capital
markets.

schemes will mean the localfinancial

The implication of

seruices sector and its regulators such
as the CBN would include the following:
The first implication is that we
have to acquire, improved, and further

enhance our skills and capabilities.
We need to improve risk management
skills in the industry considering that
the nature of risk is changing veryfast
with new technology and products.

Coordinating an international

The other is the requirement

response- As economies become
more integrated govemments tend

for us to establish good corporate

to have fewer policy instruments
with, for example, fewer options

The need for transparency and

governance standards in the business.
corporate governance in any business

to be lifted again once problems have

about their monetary

and

including banking and financial

been resolved.

exchange rate policy. As a result
reliance on international financial

services is very critical.
Banking supervision cannot

lmplications for Policymakers

coordination can help to avert
crises in two ways:

function well if sound corporate
governance is not in place.

ln terms of policy making

-

required atthe Macro levelto reap the
benefits of lnternationalisation Nigeria

needs to focus on best practice and

capacity building. The obvious
priorities are sound macroeconomic
policies, better governance, legal and
financial reform, privatisation, price

liberalization and infrastructure
investment.
ln the light of the evidence on

internationalisation, Schmukler and
Zoido-Lobaton have suggested that
there are some useful lessons to help

policy makers take full advantage
of the opportunities generated by
internationalisation whilst minimising
its risks:

.

-

Mobilisingexternalliquidity

Supervisory experience underscores

from both international
financial institutions and

the necessity of having the appropriate
levels of accountability and checks and
balances within each bank. Put plainly,

the banking sector.

the work of supervisors infinitely easier.

prevent and manage
financial crises in a

Sound corporate governance can
contribute to a collaborative working

systematic way. This would
consist of anangements for

relationship between bank management
and banksupervisors.

consultation, monitoring,

Regulation in a liberalized
financial services environment will

and collaboration covering
a broad range of economic
policy issues and possible
financing in the event of a

crisis.

The structure and efficient

macroeconomic and financial

management of the domestic financial
sectorwillcontinue to play a significant

fundamentals, such as low fiscal
deficits, moderate levels of public
sector debt, low inflation and a

require a structured approach involving

various approaches; include lnternal
Govemance, Official Oversight, Market

lncentives and Robust Financial
lnfrastructure

lmplications for Regulators

-

lmprtatreofsundfundamentals
lf a country can establish sound

sound corporate governance makes

Consfucfinganinternlirnl
financial architecture to

role in the developing economy. A
sound banking system, comprising a
well-capitalized industry, sophisticated
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lnternal Governance will
involve strengthening and
reviewing the banks own
internal management's risk
controls. The lnternal dual
controls, use of internal
auditors, use of external
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auditors and speak up policy

among staff

f

or

risk

information disclosure

.

Official Oversight would
require simple and broadbrushed rules and rules vs.
discretion specifying a pre-

committed sequence of
automatic, gradual responses

o

modernization going forward, players
will be forced to decide what kind of
institution they want to be. Banks and
other players need to figure out where
they want to be in terms of a whole

spectrum of activities whether they
want to be a commercial, merchant
or universal services provider with

insurance and other services
Market lncentives is an area
where a lot could be achieved
by rewarding institutions that
are compliant. lf this is not

integrated; and the geographic space
in which they compete be it local,

transparently implemented

effective risk mitigation and risk

lnstitutions may not abide by

intermediation. We have to ask how

established control procedu res
because it is not in their own

do we keep our risk management

perceived interest to do so.
There should be adequate
pay (or penalty) structure that

causes the private sector or

o

require players to make the basic
strategic decision. As financial

regional, orglobal.

The second is a challenge of

skills honed enough to deal with the
world of high tech and sophisticated
finance. lt is believed that the nature
of the risk is changing. lt's changing
because the products and services are
also changing in a more sophisticated

market to regulate itself.
lnternal audit committees

way; that means the ability to

should consider implications for

recognize risk, measure risk, manage

the risk preferences of pay

risk, offset risk, is of utmost

structures.

importance for a financial institution.

The third challenge is the

financial services sector should make
every effort to take advantage of the
globalisation and liberalization of
investment and trade, knowing that it
is the order of our global economy
today. We should therefore be actively

involved in the many multilateral
cooperation and/or institution building

processes that are essential for
capacity building and best practice
migration.
All stakeholders should also
continue to cooperate to develop the
Nigerian money and capital markets

in a manner that could facilitate
savings to be harnessed and
reinvested in the money and Capital
markets and, encourage alternative
longer term financing through capital

market. The key task is for the
regulatory oversight to deal with the
complexities of financial instrument
between banks and non-bank financial

institution.
Since our collective objective

is to improve financial stability

in

Nigeria. The role of the CBN has to be

in conjunction with that of other
guardians of financial stability like the
policy makers and the financial press.

will impose on market

process of financial deepening, which
affects market structures, complicating

participants certain minimum

the task of regulatory oversight

in

Complexity, globalisation, liberalization
and institutional interdependence argue

standards of performance and
code of conduct, e.g. KYC and

several ways. As financial instruments
become more complex; the boundaries

ethics. Failure to perform
immediately exposes the

between different types of financial

for close cooperation between the
financial press, banks, NDIC, SEC,

participant to market discipline.

insuring) become blurred; more claims

Robust Financial lnfrastructure

lmplication for Financial
Services Providers

market activity (lending, trading,
become securitized and will be
exchanged in markets as traded
instruments; and much financial
activity became international in nature,

blurring boundaries of responsibility

With lnternationalisation the
challenges for banks and non-bank
financial institutions will include the

among regulatory authorities.

following:

Conclusion

First, is the heightened
competition among players in the
financial services sector that will

EFCC and other standard setters.
Finally, it must be noted that
in the process of lnternationalisation
fatal gaps could be created by,
liberalizing the market interest rates,

credit controls and capital flows
without adequate institutional capacity

building. The structures required are
effective regulation and supervision,
transparent accounting standards,

good corporate governance and a
sound legal system to enforce

ln the face of these challenges

breaches.

and implication, Nigeria through its
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